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SUBJECT:  , Revenue  Received  by  the  City  from  the  Agreements  with  Telephone 

* Companies  for  Pay  Telephones  on  Public  Property 


In  accordance  with  your  request,  we  have  gathered  the  following  information 
pertaining  to  the  revenues  received  by  the  City  through  contracts  with  pay 
telephone  companies. 


Overview 

The  City  and  County  of  San  Francisco  issues  permits  for  the  installation  and 
operation  of  pay  telephones  on  public  property  (e.g.  telephones  that  abut,  overhang, 
or  encroach  upon  public  sidewalks),  and  has  an  agreement  with  Pacific  Bell  (Pac 
Bell)  for  the  installation  and  operation  of  pay  telephones  located  on  City-owned  and 
operated  property,  other  than  public  rights-of-way  and  an  agreement  with  American 
Telephone  and  Telegraph  (AT&T)  to  provide  long  distance  telephone  service. 
Permits  are  required  for  any  pay  telephone  that  is  outdoors  and  abuts,  encroaches 
upon  or  overhangs  a public  right-of-way,  such  as  a sidewalk. 

All  additional  pay  telephones  that  are  on  City-owned  and  operated  property, 
other  than  public  rights-of-way,  whether  indoors  or  outdoors,  are  covered  under  a 
Space  Use  Agreement  between  the  City  and  Pac  Bell  and  the  long  distance  telephone 
service  agreement  between  the  City  and  AT&T  mentioned  above.  The  permits  and 
agreements,  for  the  placement  of  all  pay  telephones  (e.g.  telephones  installed  under 
permits  or  by  execution  of  Space  Use  Agreements),  include  provisions  for  the  City  to 
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receive  revenues  from  Pac  Bell,  independent  telephone  companies,  and  AT&T 
based  on  the  total  gross  receipts  generated  from  the  use  of  pay  telephones  on  City 
property  and  in  City-owned  and  operated  buildings. 

In  addition  to  these  permits  and  agreements  for  the  operation  of  pay 
telephones  which  generate  revenues  for  the  City's  General  Fund,  San  Francisco 
International  Airport  also  has  an  agreement  with  Pac  Bell  and  an  agreement  with 
AT&T  for  the  operation  of  pay  telephones.  The  revenues  generated  from  these 
Airport  pay  telephones  are  not  based  on  gross  receipts  or  call  volume  but  rather  are 
based  on  a negotiated  per  passenger  rate,  which  is  specified  in  each  agreement.  The 
revenues  paid  by  Pac  Bell  and  AT&T  accrue  to  the  Airport. 

PermitPay  Telephones 

Activities  associated  with  pay  telephones  that  are  located  on  City  property, 
such  as  sidewalks,  are  regulated  by  permits  which  are  issued  by  the  Department  of 
Public  Works  (DPW).  Once  a permit  has  been  issued,  the  permit  does  not  expire  and 
is  valid  as  long  as  the  permit  holder  meets  the  specifications  outlined  in  Ordinance 
Number  287-92  Section  950,  wrhich  governs  the  placement  and  installation  of  pay 
telephones  on  City  property,  as  well  as  the  amount  of  annual  revenue  due  to  the 
City  from  the  telephone  companies.  The  Ordinance  stipulates  that  the  annual 
revenues  from  each  pay  telephone,  authorized  under  a permit,  shall  be  $50  or  20 
percent  of  the  gross  receipts  from  the  use  of  the  telephone,  whichever  is  greater. 

According  to  Mr.  Jake  Szeto,  of  the  Department  of  Public  Works  (DPW) 
Bureau  of  Street-Use  and  Mapping,  each  applicant  is  also  required  to  remit,  to  the 
City,  a one-time  application  fee  of  $250  for  each  telephone  booth  or  set  of  telephone 
booths  covered  by  the  application,  and  post  a $500  security  bond  for  each  pay 
telephone.  These  are  one-time  fees  paid  prior  to  the  installation  of  the  pay 
telephones. 

Mr.  Szeto  reports  that  there  are  a total  of  approximately  1,150  pay  telephones 
authorized  by  DPW  permits  including  850  Pac  Bell  pay  telephones  and  300 
independent  pay  telephones.  Included  in  the  inventory  of  DPW  permit  pay 
telephones  are:  approximately  300  pay  telephones,  attached  to  MUNI  bus  shelters; 
approximately  300  pay  telephones  owned  and  placed  by  small,  independent 
telephone  companies;  and  approximately  550  pay  telephones  owned  and  placed  by 
Pac  Bell.  Mr.  Szeto  reports  that  the  City  received  a total  of  $892,437  in  annual  fees 
from  permit  pay  telephones  in  FY  1996-97,  based  on  20  percent  of  the  gross  receipts. 
The  estimated  fees  due  to  the  City  for  Fiscal  Year  1997-98  are  $960,000. 
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Pay  Telephones  Under  a Contractual  Agreement 

Pay  telephones  that  are  located  in  City  buildings  and  on  City-owned  and 
operated  property,  other  than  the  public  right-of-way  are  regulated  by  a contractual 
agreement  negotiated  between  Pac  Bell  and  the  City,  and  AT&T  and  the  City.  These 
contractual  agreements  are  monitored  and  administered  by  the  Department  of 
Telecommunications  and  Information  Services  (DTIS). 

Based  on  information  provided  by  representatives  from  Pac  Bell  and  AT&T, 
the  agreement  between  the  City  and  Pac  Bell  covers  400  telephones  under  a Space 
Use  Agreement  and  the  agreement  between  the  City  and  AT&T  covers 
approximately  1,266  pay  telephones  on  City-owned  and  operated  property,  and  on 
public  rights-of  way  (approximately  400  contractual  agreement  pay  telephones  and 
850  permit  pay  telephones  referenced  above). 

As  with  private,  residential  telephones,  there  are  actually  two  agreements 
associated  with  the  operation  of  these  pay  telephones.  First,  there  is  a agreement 
with  Pac  Bell  to  provide  local  telephone  service.  The  agreement  with  Pac  Bell  also 
requires  the  installation  of  14  Telecommunications  Devices  for  the  Deaf  (TDDs)  in 
order  to  meet  Americans  with  Disabilities  Act  (ADA)  requirements.  Second,  there  is 
the  agreement  with  AT&T  to  provide  long  distance  telephone  service. 

The  agreements  with  PacBell  and  AT&T  were  negotiated  in  1994.  According 
to  Mr.  Fred  Weiner  of  DTIS,  it  is  his  understanding  that  the  agreement  with  PacBell 
was  negotiated,  instead  of  put  out  to  bid,  because  of  the  perception  at  that  time  that 
TDDs  were  not  widely  available  from  other  vendors.  The  agreement  with  AT&T 
was  negotiated  after  the  Department  of  Electricity,  one  of  the  predecessors  of  the 
current  DTIS,  reviewed  the  results  of  a bid  package  conducted  by  another  entity  that 
found  that  AT&T  would  provide  the  most  lucrative  agreement. 

The  amount  of  revenue  paid  to  the  City  by  AT&T  and  Pac  Bell,  based  on  a 
percentage  of  gross  receipts  from  the  use  of  pay  telephones  on  City-owned  and 
operated  property,  is  stipulated  in  the  existing  agreements.  Such  revenues  are  17 
percent  from  Pac  Bell  of  the  total  receipts  generated  from  local  calls  on  400  pay 
telephones,  and  22  percent  from  AT&T  of  the  total  receipts  generated  from  long 
distance  calls  on  1,266  pay  telephones.  Fees  paid  to  the  City  based  on  the  gross 
receipts  from  pay  telephones  under  a contractual  agreement  (those  located  on  City- 
owned  and  operated  property)  totaled  $354,756  during  FY  1996-97.  If  the  agreements 
were  to  be  continued  through  Fiscal  Year  1997-98,  it  is  estimated  that  the  City  would 
receive  $390,000  in  fees  based  on  the  gross  receipts  from  the  pay  telephones. 

However,  Mr.  Fred  Weiner,  of  the  DTIS,  states  the  contract  which  the  City 
negotiated  with  Pac  Bell  for  the  placement  and  operation  of  telephones  on  City- 
owned  and  operated  buildings  are  currently  on  a month-to-month  basis.  At  this 
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time,  DTIS  staff  is  in  the  process  of  preparing  an  Invitation  for  Bids  (IFB)  to  solicit 
proposals  from  telephone  companies  which  will  include  their  plans  for  providing 
pay  telephone  services  to  the  City  and  stating  what  percentage  of  such  revenues 
would  be  paid  to  the  City  from  the  use  of  pay  telephones.  Mr.  Weiner  also  states 
that  this  is  the  first  time  the  City  has  solicited  bids  from  telephone  companies  for 
these  services.  The  previous  agreements  were  awarded  as  a result  of  negotiations 
between  the  City  and  Pac  Bell  and  AT&T.  A new  agreement  for  the  placement  of 
pay  telephones  in  City-owned  and  operated  buildings  would  not  be  subject  to  Board 
of  Supervisor  approval  as  long  as  the  agreement  is  subject  to  a competitive  bid 
process,  as  provided  by  the  City's  Administrative  Code,  according  to  Ms.  Traci  Bone 
of  the  City  Attorney's  Office. 

San  Francisco  International  Airport  Pay  Telephones 

Pay  telephones  located  in  San  Francisco  International  Airport  facilities  are 
regulated  by  separate  contractual  agreements  negotiated  between  the  Airport  and  Pac 
Bell  and  AT&T.  These  two  agreements  are  monitored  and  administered  by  the  San 
Francisco  Airport's  Business  Development  Division.  Mr.  Anthony  Alicastro,  of  the 
Airport's  Business  Development  Division  reports  that  there  are  currently  825 
telephones  under  an  agreement  with  Pac  Bell  for  local  telephone  service  and  under 
an  agreement  with  AT&T  for  long  distance  service. 

The  amount  of  revenue  paid  to  the  Airport  by  both  Pac  Bell  and  AT&T  is 
based  on  a per  passenger  commission,  and  is  stipulated  in  the  existing  contracts.  As 
such,  the  current  rates  are  paid  on  all  ticketed  passengers  departing  from, 
transferring  through  or  arriving  at  San  Francisco  International  Airport.  The  rates 
are  1.8  cents  per  passenger  from  Pac  Bell  for  the  local  portion  of  the  phone  service 
and  3.8  cents  per  passenger  from  AT&T  for  the  long  distance  portion  of  the  phone 
service,  or  an  annual  minimum  fee,  whichever  is  greater  (see  below).  Since  the 
revenues  paid  to  the  Airport  are  not  calculated  on  a per  call  basis,  the  Airport  does 
not  receive  any  revenue  from  Pac  Bell  or  AT&T  that  is  generated  from  calls  that  are 
made  by  individuals  at  the  Airport  who  are  not  passengers. 

The  Airport  agreements,  with  Pac  Bell  and  AT&T,  set  forth  minimum 
revenues  that  would  be  paid  to  the  Airport  on  an  annual  basis.  Under  the  Pac  Bell 
agreement,  the  minimum  amount  of  revenue  to  be  paid  to  the  Airport  is  $600,000 
annually.  Under  the  AT&T  agreement,  the  minimum  amount  of  revenue  to  be 
paid  to  the  Airport  is  $1,406,000  annually.  Revenues  paid  by  Pac  Bell  and  AT&T  for 
Fiscal  Year  1996-97  totaled  $2,153,450.  The  estimated  revenues  due  to  the  Airport  for 
Fiscal  Year  1997-98  are  $2,108,196.  This  estimate  is  based  on  the  revenues  from  Pac 
Bell  year-to-date  and  the  guaranteed  minimum  of  $1,406,000  in  revenue  from 
AT&T. 
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Revenues  Generated  From  Pay  Telephones 

The  deregulation  of  the  pay  telephone  industry  has  allowed  Pac  Bell,  and 
other  telephone  companies,  to  increase  the  basic  rate  for  a local  call  from  $0.20  per 
call  to  $0.35  per  call.  The  ability  to  increase  the  basic  rate  for  a local  call  became 
effective  as  of  November  1,  1997.  To  the  extent  that  call  volumes,  for  basic  local  calls 
from  pay  telephones  remains  the  same,  the  City  could  anticipate  some  increase  in 
the  revenues  paid  by  Pac  Bell  on  the  total  gross  receipts  from  local  calls.  Any 
increase  in  revenue  as  a result  of  increased  gross  receipts  from  local  calls  would  be 
reflected  in  the  Fiscal  Year  1998-99  estimated  revenues  from  Permit  pay  telephones 
and  from  the  estimated  revenues  on  the  Pac  Bell  portion  of  pay  telephones  under 
contractual  agreements.  The  change  in  the  rates  for  local  calls  from  pay  telephones 
would  not  affect  the  revenues  paid  to  the  Airport  as  the  formula  for  calculating  the 
amount  due  would  continue  as  it  is  currently,  on  a cents  per  passenger  basis. 

The  table  on  the  next  page  shows  the  amount  of  revenue  collected  during  the 
past  three  completed  fiscal  years,  from  Permit  and  Contract  pay  telephones,  which 
accrue  to  the  City's  General  Fund,  as  well  as  revenues  collected  by  the  Airport  for 
pay  telephones  under  its  separate  agreements  with  Pac  Bell  and  AT&T.  In  addition 
to  the  revenues  from  the  past  three  completed  fiscal  years,  the  table  shows  the 
amount  of  revenue  collected,  Year-To-Date,  for  FY  1997-98  (through  October  1997).  It 
should  be  noted  that  the  revenues  collected  by  the  Airport  do  not  accrue  to  the 
General  Fund. 
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Pay  Phone  Revenue  Summary 


FY  1997-98 
YTD 


Types  of  Telephones 

FY  1994-95 

FY  1995-96 

FY  1996-97 

(Four  Months) 

General  Fund 
Permit  Pay  Phones 
Revenues 

$929,047 

$902,672 

$892,437 

$217,988 

Pacific  Bell  Contract  Pay 
Phones  Revenues  (DTIS) 

83,305 

143,919 

141,341 

48,594 

AT&T  Contract  Pay  Phones 
Revenues  (DTIS) 

185,021 

230^64 

213.415 

81.470 

General  Fund  Subtotal 

$1,197,373 

$1,277,155 

$1,247,193 

$348,052 

Airport 

Pacific  Bell  Contract  Pay 
Phone  Revenues  (SFIA) 

$617,005 

\ 

$632,364 

$684,193 

$175,5491 

AT&T  Contract  Pay  Phones 
Revenues  (SFIA) 

1.162.4972 

1.436.918 

1469,357 

351  -501 3 

Airport  Subtotal 

$1,779,502 

$2,069,282 

$2,153,550 

$527,050 

Grand  Total 

$2,976,875 

$3,346,437 

$3,400,743 

$875,102* 

*Total  estimated  revenue  for  Fiscal  Year  1997-98  is  $3,458,196. 

Bay  Area  Rapid  Transit  (BART)  Rates  and  Minimum  Fees  for  Pay  Telephones 

Ms.  Desha  Hill,  of  the  Real  Estate  Division  of  BART  reports  that  BART's 
current  pay  telephone  agreement  with  the  PhoneTel  telephone  service  provider 
includes  594  pay  telephones  located  in  BART  Stations  and  other  BART  facilities. 
Annual  fees  paid  to  BART  by  PhoneTel  are  a minimum  of  $1.0  million  or 
percentages  of  gross  receipts  from  four  categories  of  revenues  which  the  company 
earns  from  calls  placed  from  pay  telephones,  whichever  is  greater. 


’This  represents  only  three  months  of  revenue  from  Pac  Bell  for  pay  telephones  located  at  San  Francisco 
International  Airport  . Annualized  this  rate  of  revenue  remittal  is  equal  to  $702,196 
2AT&T  was  under  a different  agreement  at  this  time.  As  such,  AT&T  was  not  required  to  remit  a 
minimum  of  $1,406,000  annually  during  Fiscal  Year  1994-95. 

3AT&T  remits  a constant  amount  to  the  Airport  and  makes  any  required  adjustments  at  the  end  of  the 
fiscal  year  to  adjust  for  passenger  counts  and/or  to  honor  the  agreement  to  remit  a minimum  of 
$1,406,000. 
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The  four  categories  of  revenue  and  corresponding  rates  on  fees  paid  to  BART 

are: 


% of  Gross 


Revenue  Category  Receipts 

Local,  non-message  unit  calls.  40% 

Expanded  local  service  (same  area  code,  but  additional  charge  is 
required,  such  as  message  units  or  local  toll).  40% 

Long  distance  calls  within  the  Service  Area  roughly  bounded 
by  the  Califomia-Oregon  border,  and  the  Santa  Cruz-Monterey 
County  border,  and  the  Pacific  Ocean  in  the  west  and  the  Sierra 
foothills  in  the  east.  40% 

Long  distance  calls  outside  of  the  Service  Area  described  above  100% 


BART  currently  receives  approximately  $1.2  million  annually,  or  $200,000  in 
excess  of  the  $1.0  million  minimum  in  the  agreement.  However,  BART  is  in  the 
process  of  reviewing  responses  to  its  October  1997  RFP  for  pay  telephone  services 
and  reports  that  BART  is  not  likely  to  obtain  a $1.0  million  minimum  guarantee  as 
part  of  the  new  agreement.  It  should  also  be  noted  that  BART  representatives 
acknowledge  that  the  100  percent  rate  on  long  distance  gross  receipts  was  a special 
arrangement,  resulting  from  an  aggressive  competitive  proposal  process,  and  would 
be  difficult  to  duplicate  in  a new  agreement.  However,  BART's  annual  guaranteed 
minimum  fees  and  its  percentages  of  gross  receipts  should  still  be  substantially 
higher  than  the  minimums  and  percentages  of  gross  receipts  which  the  City 
presently  receives. 

The  guaranteed  minimums  and  percentages  of  gross  receipts  paid  to  BART 
are  a result  of  the  overall  profitability  to  the  telephone  companies  of  the  pay 
telephones  located  on  BART  property.  The  City's  pay  telephones  do  not  provide  the 
same  profitability  to  the  telephone  companies  because,  according  to  Ms.  Denise 
Brady,  of  DPW  Bureau  of  Street-Use  and  Mapping,  the  City's  pay  telephones  do  not 
produce  adequate  revenue  for  Pac  Bell.  Consequently  the  City,  does  not  have  the 
same  negotiating  advantages  with  regard  to  the  Permit  Pay  Telephones  overseen  by 
DPW,  and  the  pay  telephones  under  contractual  agreement,  overseen  by  DTTS. 

Ms.  Hill  also  informed  the  Budget  Analyst  of  a contractual  agreement 
between  the  State  and  MCI  that  remits  to  the  State  and  participating  jurisdictions  44 
percent  of  coin  revenue  and  33  to  43  percent  of  non-coin  (i.e.  Calling  Card)  revenue 
generated  from  the  use  of  pay  telephones  covered  by  the  State /MCI  agreement. 
However,  pay  phones  covered  under  this  agreement  must  meet  specific  profitability 
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requirements  and  cover  MCI's  fixed  costs  (approximately  $60  per  year)  and  variable 
costs  (depending  on  local  and  long  distance  usage).  Mr.  Gary  Cohen  and  Mr.  Weiner, 
of  DTIS  are  aware  of  this  agreement  between  the  State  and  MCI,  and  are  in  the 
process  of  obtaining  additional  information  on  the  advantages  and  disadvantages  to 
the  City  should  it  decide  to  take  advantage  of  this  existing  agreement. 

As  compared  to  the  current  pay  telephone  agreements  between  the  City  and 
telephone  companies,  BART  has  negotiated  agreements  which  realize  substantially 
greater  fees  based  on  a percentage  of  gross  receipts,  and  minimum  annual 
guarantees.  The  overall  profitability  to  telephone  companies  from  the  BART  pay 
telephones  is  the  driving  factor  in  BART's  enhanced  negotiating  position,  according 
to  Ms.  Hill.  For  the  City  to  strengthen  its  negotiating  position  with  the  telephone 
companies,  the  number  of  telephones  that  do  not  generate  sufficient  revenue  to 
meet  Pac  Bell's  profitability  test  would  have  to  be  reduced,  according  to  Ms.  Brady. 

City  Audits  of  Pay  Telephones 

Mr.  Szeto  stated  the  DPW  does  not  audit  the  revenues  remitted  by  Pac  Bell 
and  AT&T  to  the  City.  However,  if  there  are  discrepancies  between  the  amount 
remitted  and  the  amount  recorded  on  the  transmittal  documents  provided  by  the 
telephone  companies  (Pac  Bell  and  AT&T),  DPW  would  review  the  transaction  to 
ascertain  that  the  correct  amount  has  been  remitted.  Mr.  Szeto  was  not  able  to  recall 
DPW  conducting  a formal  audit  of  the  permit  pay  phone  revenues.  Mr.  John 
Madden,  of  the  Controller's  Office,  also  states  that  an  audit  of  Pac  Bell  and  AT&T  pay 
telephone  gross  receipts  has  not  been  conducted  by  the  Controller's  Office. 


cc:  President  Kaufman 
Supervisor  Ammiano 
Supervisor  Bierman 
Supervisor  Brown 
Supervisor  Katz 
Supervisor  Leal 
Supervisor  Medina 
Supervisor  Teng 
Supervisor  Yaki 
Supervisor  Yee 
Clerk  of  the  Board 
Controller 
Matthew  Hymel 


Stephen  Kawa 
Ted  Lakey 
Fred  Weiner,  DTIS 

Denise  Brady,  Department  of  Public  Works 
Traci  Bone,  Deputy  City  Attorney 
Jake  Szeto,  Department  of  Public  Works 
John  Madden,  Controller’s  Office 

Anthony  Alicastro,  San  Francisco  International  Airport 
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